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INDEPENDENT AUDITOR'S REFORT

To the Board of Education
Fulton Schools
Middleton, Michigan

We hoave audited the accompanying financial statemernts of the govermmental activities, each major fund, and the
aggregate remaining fund information of Fulton Schools as of and for the year ended June 30, 2008. which
colleclively comprise the School's basic financial slatements as listed in the table of conterts. Thess financml
statements are lhe responsibility of Fullon Schools’ management. Our responsibilify is 19 exprass opinions on thesa
financial statemenls based on our 3udil.

We conducled our audit in acoordance with auditing standards generally accepted in the United States of America
and lhe standards apalicabde to financial audits contzined in Government Audiing Sfandargs, issued by the
Comptroller General of the 1nited States. Those standards require that we plan and perform the audil to obtain
reasohable assurance about whether e financial statements are free of malerial misslatement.  An audit includes
examining, on a test basis, evidence supperting lhe ameunts and disclosures in the financial siaterments.  An audit
also inchudes assessing the accounling principles used and significant eslimates made by managemenl, as well as
evaluating the overall fitancial slaterment presentation. We believe thal our audit provides a reasanable basis for
our opinions.

In owr opetion, the financial staternents réferred o above presenl fairly, i all maleriai respects, the respeclive
financig! positior: of the governmantal activilies, each major fund, and he aggregate résnaning fund infarmation of
Fulton Schogls as of June 30, 2008, and Ihe respeclive changes in financial posilion, ihereof for the yaar then
ended in conformity with acsourting principtes generally accepted in the Uniled Slales of America,

n accordance with Goverrment Audifing Sfandards, we have also issued our repyt dated Ocleber 3, 2008, onour
consideration of Fulten Schools' internal control over finarcial reponing and our lasts of its compliance with cerain
provisions of laws, regulations, conlracts, and grant agreements and other matters. The purpose of thal reportis to
describe lhe scope of our testing of internal control over financial reposting and compliahce and the results of that
testing, and nol to provida an opinian on the internal contro! over financiat reporting oF on compliance, Thal report is
an integral parl of an audil performed In accordance with Governmen! Auditing Standards and should be considered
in assessing lhe resulis of our audit.

The management's discussion and analysis and budgetary comparisan informalion, as idenlified in the table of
contents, are nol a required parl of the basic inancial statements but are supplementary information required by
accouniing principles generally accepted in the Uniled States of America.  We have applied certain timited
procedures, which consisted prncipally of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the information and express no
Qpintan on it

Easi Lansing = Rochester Filis » 35 tokns
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Our audit was conducted for the purpose of forming opinions an the financial statements that colleclively comprise
Fultan Schools’ basic financial statements. The accompanying other supplementary information, as identified in the
table of contents, is presented for the purpose of addiional analysiz and iz not a required part of the basic financia!
stalerments. The ofher supplemeantary information has been subjecled o Hhe audiing procedures applied in the
audit of the basic financial statements and, in our opinicn, is faidy skafed in all matenial respects in relation to the
basic financial slatements laken as a whole,

dﬁo&(mﬁ .f% A,

ABRAHAM & GAFFNEY, P.C.
Ceartified Public Accountanis

October 3, 2008



Fulton Schools

Management's Discussion and Analysis
For Fiscal Year Ended June 30, 2008

This seclion of Fulton Schools” annual report presents our discussion and analysis of the School District's
financial performance during the year ended June 30, 2008, Please read it in conjunction with the School
District's financial skatements, which immediately follow thiz seclign,

Fulton Schools, a #-12 =chool district located in Gratiot County, Michigan, has presented its financial statements
under the provisions of Governmental Accounting Standards Board Statement 34 {GASB 34) with the enclgsed
financial statements. The Management’s Discussion and Analysis, a reguirement of GASB 34, is intended o be
the Fulton Schools' management’s discussion and analysis of the financial results for the fiscal year ended June
30, 2008,

Using this Annual Report

This annual report consists of a serles of financial statements and notes ko those statements. These statements
are organized so the reader can understand Fulton Schools financially as a whole, The Districl-wide Finrancial
Statemnenis provide information about the aclivities of the whole School Cistrict, presenting bolh an aggregate
view of the Schoot Dislrict's finances and longer-lerm view of the finances. The Fund Financial Slatements
provide the next level of detaill. For governmental activities, these statements tell how services were financed in
the short-term as well a5 what remains for future spending. The fund financial stalements look at the School
District's operations in more delail than the district-wide financial staternents by providing information about the
School District's mest significant funds - the Genersl Fund individually; the Special Revenue Funds, Debt
Service Funds, and Capital Project Fund collectively as other nonmajor governmental furnds. The remaining
statement, {the staterent of fiduciary net assets), presents financial information about activities for which the
Scheal District acks solely a3 an agent for the benefit of students and parents,

District-Wide Financial Statements

One of the mosl important questions asked about the School Diskrict is, “&s a whole, what 5 the School
Districl's financial condilian as a resull of the year's activiies?" The Statement of Net Assels and the Statemeant
of Activities, which appear first in the basic financial statements, rapon information an the School Gistrict as a
whole and its activities in & way that helps you answer this question. These stalermernits ara prapared to include
all assats and liabilities, using the accrual basis of accounting, which i similar o the accounting used by most
private-sector companies.  All of the current year's revenues and expenses are taken inlo account regardless of
when cash is received or paid.

These two statements repoant the 3chool Districl's nel assels - the difference betwaen assets and liabililies, as
reported in the Statemernt of Nel Assels - a8 one way 10 measure the Schodl Districl's financial health or
financial postion. Owver time, increases or decreases in the Schog Districl's nel assels - as reported in the
Staternent of Activities - are indicalors of whether its financial health is improving or deleriarating. The
refationship between revenues and expenses ig the School Districl's operating results,  However, the Schogl
Dhstrict's goal 15 lo provids services to our students, not generate profits as commercial entilies do. One must
considar many olher non-financial faclors, such a8 Ihe quality of the education provided and the safety of the
schools, to assess Ihe overall heallh of the Schoal Gistricl.

The Siatemenl of Nel Assets and Statement of Activiies report the governmental activities for the School
Districl, which encompass 2l of the School District's services, including instruction, supporting services,
communily services, athlelics, and food service. Property taxes, unrestricted State Aid {foundation allowance
revenue), State and Federal grants, and other local dollars finance most of these activities.

The District-wide financial staterments arg full ascrual basis statements, They report &8l the District's assets and
liabilities, both shorl and lang-term, regardless if they are “cumrently avaliable" or nod. For example, assels that
are restricted for use in the Debt Service Funds solely for the payment of long-term prncipal ar inlerest are
grauped with unrestricted assets of the General Fupd. Capital assets and long-term obligations of the Dhstrict
are reported in the Statement of Met Assets of the District-wide financial stslements,



Fulton Schools

Management’s Discussion and Analysis
For Fiscal Year Ended June 30, 2008

Fund Financial Staternents

The fund level financial statements are reported an the modified acereal basis. Only those assets hat are
"measurable’ and "available” are reported. Lighillbes are recognized fo the extent thai they are normally
expectad to be paid with current financial resturces.

The fund siatements are formatted to comply with the legal requirements of the Michigan Department of
Educations “Accounting Manual,” In the State of Michigan, the District’s major insirectional and mstruchional
support activities are reported in the General Fund. Additional activities are reparted in their refevant funds
including: Debt Service Funds, the Special Revenue (School Service) Funds which are comprised of: Food
Service and Athletics, Permanent Funds, and Capital Project Fungs.

ln the fund financial slalements, purchased capital assets are reported as expendilures in the year of
acguisition. No capilal assets are reported. The issuance of debt is recorded as a financial resource. The
currenl year's payments of principal and interest on long-term obligalians are recorded as expendilures, Fulurg
year's debt obligations are not recorded.

Summary of Net Assets:

The following summarizes the net assels as of June 30, 2008,

Condensed Statement of Meat Assets
as of June 30, 2008 and 2007

Governmental Governmantal
Activities Activities
2008 2007
Assels
Cumrent Assets 3 3,356,300 5 3708512
Capital Assels 2,211,296 2043314
Total Assets 59,676,596 5,121,826
Liabilities
Currert Liabilifies 213,115 817,119
Long-Term Liahililies 524 024 431,871
Tetal Liabilities 1437139 1,248,990
Net Assets
Invested in capitar assets, net of related debt 1,794 506 1784 412
Restricted 393,810 7.896
Unirestricled 1,945 141 2067 428

Total Net Assets § 4130457 3872 836
Analysis of Financial Position;

As detailed above, the district shows a posilive lotal net asset value of $4,130,537 for the fiscal year ended June
a0, 2008. This stalement has been affected by the following factors:

» A significant number of the Districl's capilat assefs are older but forfunately the debt relaled to the
assels is also declining enough annmually to show posilive net assets invested in capital assets net of
related debt,

s The District is able o show posilive net working capital of 32 443 185 indicating that they can meet
curreni obligations with current assels.

- -



Fulton Schools

Management's Discussion and Analysis
For Fiscal Year Ended June 30, 2008

Resuits of Operations:

For the fiscal year ended June 30, 2008 and 2007 the Gistrick-wide results of operations were:

Condensed Statement of Activities
Year Ended June 30, 2008 and 2007

Governmental Governmental
Activities Aclivities
2008 2007
Revenues:
Frogram Revenues
Charges for Service % 315,721 5 243, 502
Operating Grants 749 932 732 897
General Revenues
Property Taxes 834 683 431,035
State School Aid - unrestricted 8,990,148 7,130 445
Investment Earpings 57255 §9,589
Special Education county allocation 343 453 321,783
Other 73740 39,985
Total Revenues 9,364,542 B.S78.216
FunctionsiProgram Expenses:
instroction 8427 529 5,122,236
Supporting services 2507, 2584 2816531
Community services 217,344 205,420
Food service 344 228 292,690
Athletics 264 928 274,935
Other transachions 166,823 14G,032
Interest on long-term debt 13,205 24,005
Unaltocated depreciation 165 780 205,144
Total Expenses 2,107,221 8,905 176
Increase in Net Assets & 257 621 % 73,040

Analysis of Results of Operations:

Curing fiscal vear ended June 30, 2008, the Gistrict's nel assels increased by $257.621. Several factors, which
helped cause the increase, are discussed in the following sections.

A, Governmental Funds Cperating Resuits
The Distict's expenditures for governmental funds operations exceeded its revenues by $228,380 for the
fiscal year ended Jung 30, 2008, mainly due 1o the revenues over expendilures in the capital projects fund
for sinking fund millages received and nol expended &t year end. Further discussion of the Diskict's
cperating resulls is available in the sechon entilled "Results of 2007-2008 Operations” located on the
following pages.



Fulton Schools

Management’s Discussion and Analysis
Far Fiscal Year Ended June 30, 2008

8. D[Cepreciation Expense
The cosl of capital assets is sllocated over the uselu! lives of the assets as deprecialion expense. During
2007-2068, disirict assats deprectalad in lhe amount of $165,780.

.  Leng-Term Debt Activities
The Districl reduced its long-term bonded debt obligation during 2007-2008 by making principal payments
amounling fo 329,112

Resuits of 2007-2008 Operations

During fiscal year ended June 30, 2008, the District net assels increased by $257.621. A few addilional
significanl faclors affecting net assets during the year are discussed belown

A. General Fund Qperations

The General Fund is the main fundg for the Bistrict and includes all lhe eosts related lo educating the sludents of
the Fulton Schools such as:  =alaries and benefits for Teachers, Classroom Parapros, Adminislralors,
Secretaries, Custodians, Maintenance staff, Librarizns, Counselors, Bus Drivers and other miscellaneous
positions; teaching suppbes, employee fraining, wiilifies, bullding maintenance supplies and other.

The District's expendilyres for General Fund cperations excesded reverues by $133 871 for the fiecal year
ended June 30, 2008. The General Fund as of June 30, 2008, has a fund balance of $2, 178,714 for the 2007-
20048 fiscal year.

B. Deht Sarvice Fund Oparations

The Debt Service Funds consist of the 18992 Debt Fund. The Debt Service Funds are set up to collect
intergovernments] appropriationg and taxes in order to satisfy annual debt payments, At June 30, 2008, the
Debl Service Funds had 1,248 in fund equity and this bonded debl was recently paid off.

The Districl made principal payments from the General Fund on long-term debt obligations that reduced the
amount of the Dislrict's iong-term liabilities as follows:

Principal Frincipal
Balance Principal Frincipal Balance
June 30 2407 Additions Paymenis Jupng 30, 2008
Durant Bonds 44070 % - % - &% 44070
Installment Loans 201,832 200,000 29112 A2 720
Total long-term bond abligations 5245907 B 200000 § 29442 5 416,780

The district issued $208,600 in an instalimen| purchased agreemenl in the currenl vear for capital Improvements
that will be paid for by sinking fund millage in the future.

The District also had $262,044 in accumulated sick pay for the year ended June 30, 2008. For more detsils on
long-term debt see Mote F in the finanpial statemenls,

... School S8ervice {Special Revanue) Funds

The Fulton Schools aiso has school service funds that inciude the following: Food Service Fund and Athtetics
Fund.

The Food Service Fund is a fund that reparts the foad servica program. In 2007-2008 the Food Sarvice Fund
had revenues of 3332057 and expenditures of $344,228. The Food Service Fund is supposed 1o be self-
supporting and reimburses the General Fungd for all identified overhead costs associated with its operation, The
Digtrict contributed $3,000 fram the General Fund to aid in covering costs repoarted in this fund. The Food
Service Fund had a fund balance of 3,957,

i -



Fultan Schools

Management’s Discussion and Analysis
For Fiscal Year Ended June 30, 2008

The Athtetics Fund includes &l casts for high school and middle schaol athletic programs including the cost for
coaches, officials, supplies, tournaments, and miscelianeous. In 2007-2008 the Athletics Fund had reverues of
$55,357 and expenditures of $264.928. The Alhletics Fund generated $55.357 in revenue {rom gate receipts,
passes, fess, donations, and other miscellanzous items. The Athlelics Fund must be a balanced budget and
the District conlribured $211,358 from the General Fund to balance the fund. The Athletice Fund had a fund
balance of $3,535,

D. Net Investment in Capital Assets

The Distric's net investment in capital assels increased by $167.882 during the fiscal year. This can be
summarized as follows:

Balance MNet Balance
June 30, 2007 Change Jun 2008
Capital assets 3  7.861,338 ] 333,782 § 8195101
Less: accumulated depreciation ( 5818005 ) [ 165,780 ) [ 56833205 )
Met investment in capilal cutlay $ . 2043314 b 167 982 % 2211298

IMPORTANT ECONOMIC FACTORS
A, State of Michigan Unrestricted Aid {Net State Foundation Grant)
The State of Michigan aid, unrestricted, is determined with the following variables:
a. State of Michigan State Aid Act per student foundation allowansce,
b. Student Enroliment - Blended at 75 percent of current year's fall count and 25 percent of prior year's
winter count,
¢.  The District's non-homesiead properly valuation.

B. Per Student Foundation Allowance

Annually, the State of Michigan establishes the per student foundation allowance. The Fudton Schanls
foundation allowance was 7,204 per student for the 2007-2008 schaol vear.

. Student Enrollment

The District's State Ald Membership count for 2007-2008 was 1,030 students. The following summarizes the
membership amounts over the past three years:

Change
Membership fram Prior Year
20072008 1,030 0
2006-2007 1,030 {9}
2005-2006 1,038 f4]

L. Property Taxes leviad for General CGperations (Genaral Fund Mon-Homestead Taxes|

The District levied 18 mills of property taxes for operalions {Generat Fund} on Mon-Homeslead properbies.
Under Michigan law, the taxable fevy 18 based on the taxable valuation of propedies. Anmually, the laxahble
valsalion inerease 0 property values 15 capped at the rate of ke prior year's CPIl increasze ¢r five (5] percenl,
whichever is less. At the time of sale, a property's taxable valuation is readjusled to the Slate Equalized Value,
which is, theorelicatly, 50 percent of the market value. The District's non-homestead property tax reveme for
lhe 2007-2008 fiscal year was J423,822.

- vit -



Fulton Schools

Management’s Discussion and Analysis
For Fiscal Year Ended June 30, 2008

E. Property Taxes levied for Sinking Fund activities

The District levied 3 mills of property taxes for sinking fund related activifies in accordance with the millage exira
request voled on and approved by District taxpayers. The millage is levied on all homestead and non
homestead parcels within the District and generated approxirately $380,000 in 2007 -2008,

GENERAL FUND BUDGET & ACTUAL REVENUES & EXPENDITURES

Listed below is 2n analysis of the ariginal budget and final budget ta the final actual,

General Fund Revenues and Other Sources - Budgetary Comparison

Variances
Actual & Arlual
Qriginal Final Criginal & Final
Fiscal Year Budoget Budqgef Actual Budrjet Budret
2007-2008 5 78968 213 5 B542270 b 8,507,629 7.5% 5%
2008-2007 8,083 793 2,535,103 8,563,120 5.3% %
2005-2006 2,101,643 2,150,103 8,205 585 1.3% T%
General Fund Expenditures and Other Uses - Budgetary Comparison
Variances
Actual & Actyal
Original Final Criginal & Fmnal
Fisca! Year Budaet Budget Actual Budnet Budget
2007-2008 F8.353,542 §8791225 & 8731500 (4.5)% T%
2006-2007 8,402,535 8,460 7d4 84191 {21% 5%
2005-2006 8,861,350 B.916,774 8,904 654 {2.8)% A%

Original vs. Final Budget:

The Uniform Bedgel Act of the State of Michigan requires that the Board of Education approve the original
hu:dget for the upcoming year prior 1o July 1, the start of the fiscal year.

As a matter of praclice, Fullon Schools amends its budge periedically during the school vear. The June 2008,
budget amendment was the fina! budge! for the fiscat year.

General Fund Expenditures:

The Dislrict’s budget for expenditures changed as follows during the year:

Tatal Expenditures and olher uses - Griginal Budget § 8,353 542
Total Expenditures and other uses - Final Budget 8,791,225
Increase in Budget Expendilures and olher uses §  437.6R3

The Dislrict’s actual expenditures and olher vaes were less than the fina! budget by 359,725

- il -



Fulton Schools

Management’s Discussion and Analysis
For Fiscal Year Ended June 30, 2008

Some of the significant changes in the expenditure and other uses budget for the year include:

Transpoertation fuel costs

Van for transporting alternative education students

Retirement and severance payment for several employees

Michigan Works Pragram imiplemented within our Community Education program
Asphalt work in tive drive ways and roof work en H.3. and Administration Building

Revenue and other sources Change from Original to Final Budget:

Total Revenues and other sources - Criging] Budgst S 7.060213
Tetal Revenues and other sources - Final Budget 8,542 270

Increase in Budget Revenues and other sources 3 573057

The Disbrict's final aclual general fund revenues and other sources wers greater than the final bodget by
555,353,

The final revenue and other sources budget reflected the following changes from the original budget,

Higher FTE's and foundation grant then originally budgeted

Michigan Works program revenue

Received extra federal money for our Adult Basic Education program

Received exira Aduit Education money from the state at the end of the scheo! year
Exlra revenue made from our school auction

Interest incame an Nvestments higher than ariginally anticipated

Additional Economic Factors and Next Year’s Budgets and Rates

Our elected officizls and agminisiration considered many factors when setting the School District's 2003 fiscal
year budget. One of the most important factors affecting the budget is our student count. The State foundation
revenue is determined by multinlying the blended student count by the foundation allowance per pupil. The
blended count for the 2609 fiscal year is 25 percent and 75 percent of the Febmary 2008 and Sepiember 2008
student counts, respectively. The 2009 fiscal year budget was adopted in June 2008, based on an estimate of
students that will be enrallad in September 2008, Under Slate law, the School Bistrict cannot access additional
property tax revenue for general operations. As a result, district funding is heavily dependent on the State's
ability to fund locat school operations. Based on early enrcllment data al the start of the 2008-2008 school year,
we anticipate that the fall sludent count may be slightly lower than the eshimates used in creating the 2008 fiscal
year budget. Once the final student count and related per pupi! funding is validated, State law regquires the
School Bislrict to amend the budgel if actual diskrict resources are not sufficient o fund original appropriations.

Since the School Bistricl's revenus is heavily dependent on State Funding and the status of the State’s Schoo!
Aid Fund, the aclual revenue received depends on the State’s ability to collect revenues to fund its appropriation
te school districts.

Contacting the District's Financizl Management

This financial report is designed to provide our citizens and texpayers with a general overview of the District's

finznces. If you have auestions aboul this report of need addifional information, contact the Business Office,
Fulton Schoels, 8060 Ely Highway, Middleton, Michigan 48856,

- 1% -
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Fulton Schoaols

STATEMENT OF NET ASSETS

June 30, 2008

ASSETS

Cumment assets
Cash and cash equivalernts
Investments
Accounts receivable
Interest receivable
Dua from other governmental units
Inveniories

Tota! current assets

Moncurrent assetis
Capttal assels nol being deprecialed
Capital assets, net of accurnulated depreciation

Total noncurrent assets
TOTAL ASSETS

LIASILITIES
Current liabilities

Accounts payable
Accrued payroll
Other accrued liabilities
Accrued interest payable
Current portion of compensated absences
Current portion of [ang-term debt

Total current liabilities

Moncurrent liabitities
Accrued interest payable
Noncurrent portion of compensaled absences
Noncurrent portion of iong-ferm debt

Total nohcurrant liakililies
TOTAL LIABILITIES
MET ASSETS
Invested in capital assets, net of related debt
Restricted for sinking fund activities

Linrestricled

TOTAL MET ASSETS

See accompanying notes to financial statements.

Governmental

Activilies

$ 1,887,183
3,572

1,037

G673

1,456, 264
7,571

3,356,300

204,225

2,007,871

2,211,206

5,567,665

81,669
441,276
243670

2,845

78613

284,942

213115

8.745
183,41

331,848
524,024

1,437,138

1,794 506
393,810

1,942 444

5 4130457



Fulton Schools

STATEMENT OF ACTIMITIES

Year Ended June 30, 2008

Met [Expense)
Revenues and

Changes in
Program Revenues Met Assets
Charges for Oparaling Governmental
Functivns/Programs Expenses SEMNICES Grants Aclivities
Governmental aciivties
Instruction F 5427529 $ 33,784 ¥ 552652 (4,841,093}
Supporting Services 2,507 284 - 24 177 (2,433,107)
Community services 217 344 67 737 (149,607}
Food Service 344 225 153,569 173,103 (12,258)
Alhlelics 254 928 5533 {209,597
Other transactions 166,923 - - {168,5823)
Interest and fees on long-term debt 13,205 - - {13,205}
Unallocated depreciation 165, 7R0 - - {165,780}
TOTAL GOVERNMENTAL
ACTIVITIES F 8197221 5 335721 F 749932 (B.041,568)
Generat Revenues

Property taxes 834,693

Siate school aid - uareslricted 6,990,048

investment earnings 57,2550

Special educalion county allocation 343,453

Miscellaneous 73,740

TOTAL GENERA| REVENUES 8,299,183

CHANGE IN NET ASSETS 257,621

Mel assets, beginning of year 3,872,836

MNet assets, end of year % 4130457

See accomparnying notes to financial statemenls.




Fuiton Schoaols

GOVERMMENTAL FUNDS BALANCE SHEET

June 30, 2008

ASSETS
Cash and cash eguivalents
Investments
Accounts receivable
Inferest receivable
Cue from other funds
Cue from pther governmenta) units
Inyventaries

TOTAL AS3ETS

LIABILITIES AMD FUND BEALANCES
LIABILITIES
Accounts pavable
Accrued payroll
Other accrued abilities
Cue o olher funds

TOTAL LIABILITIES

FUND BALANCES
Feserved for
Inventories
Dbl service
Scholarships
Urreserved
Undesignated, reparted in
Seneral fund
Spedial revenue funds
Capital projects fund

TGTAL FUND BALANCES

TOTAL LIABILITIES
AND FUND BALANCES

See accompanying notes Lo financial statements,

Capital Monmajar
Project Governmental
General Fund Funds

1,441,837 % 411,834 3 33,732

- - 3,572

1,037 - .

G673 - -

- - 1,732

1,451,045 5,219

4384 - 3,187
2808756 _F 411834 § 47,442

33364 i 18,024 3 10,281

241,276 - -

243 670 -

1,732 - -

720,042 18,024 16,281

4,384 - 3187

- 1,248

- - 284241

2,174,330 -

- - 4 305

- 393,810 -

2178714 383.810 37 181

2.888.756 & 411,834 b3 47 442




Tokal
Governmantal
Funds

% 1,887,183
3572

1,037

873

1,732
1,456,264
7571

$ 3,358,032

$ 61,668
441 276
243,670

1,732

748,347

7871
1,248
28,421

2174330
4,305
383810

2,609 885

§ 3,358,032




Fultan Schools

RECONCILIATION OF THE GOVERMNMEMTAL FUNDS BALANCE SHEET TO
THE STATEMENT OF NET ASSETS

June 30, 2008

Total fund balance - governmental funds ¢ 2,600 685
Amounts reporied for the governimental achivities in lhe slatement of net azzets are different because:

Capital assels used in governmenlal activities are not financial resources
and lherefore are not reported 35 assets in e governmental funds.

The cost of capital assels iz P oB1%95.101
Accumuiated depreciation 1 (5,983,805}
; 2,211 298
Leng-term liabilities are not due and payable in the current penod
and therefre are not reported as liabiliies n the funds.
Lang-term liabilities at year-end consist of:
Bonds and [pans payabie 416,780
Arcryed interest payable 11,680
Compensated absences 252044
(690,524)
Met assats of governmental sctivities £ 4,130,457

See accompanying notes to financial statements.



Fulton Schocls

STATEMENT OF REVENUES, EXFENMDITURES, AND CHANGES iM FUND BALANCES -
GOVERNMENTAL FUNDS

Year Ended June 30, 2008

Capital Monmajor
Frojecl Governmental
Generaf Fund Furds
REVENUES
Local sourees 5 620 846 ¥ 395087 b 217,547
State solrces ¥.315,582 - 16,722
Federal sources 200,214 - 156,381
TOTAL EEVENUES 8,235 652 395,087 390,650
EXFPENDITURES
Current
tnstruction 5. 487,¥63 - -
Suypporting services 2.604,785 - -
Community services 217 344 - -
Food service - - 344,228
Abhtelics - - 264,928
Miscellansous - - 311
Capital outlay - 210,024 -
Cebl service 40,166 - -
TOTAL EXFEMOITURES 8,350,038 210 024 G609, 497
EXCESS QF REVEMUES OVER
[UNDER) EXPENDITURES {114 386) 185,063 {218,847
OTHER FINANCING SOURCES {USES)
County special education allocation 343,453 - -
Loan proceeds - 200,000
Payments to other districts {166,923) - -
Transfers from other funds 18,624 - 214,538
Transfers to other funds {214,535) - {18,524}
TOTAL OTHER FINAMCING
SOURCES (USES) {19,485} 200,000 196,015
CHAMGE IN FUND BALANCES {133,871} 385,063 (22,832)
Fund balances, beginning of year 2,312,585 8,747 59,993
Fund batances, end of year § 2178714 $ 393810 ] 37,161

See accompanying notes to financial statemenis,
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Filtan Schools

RECONCILIATION OF THE STATEMENT OF REVENUES, EXFENDITURES AND CHANGES
IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

Year Ended Jure 30, 2008

Met change in fund balances - total governmental funds T 228,360
Amounts reported for governmental activities in the statement of activities are different becausa:
Capital outlays are reporied as expenditures in governmerntal funds, However, i the

statemant of activities, the cost of capiial agsets is allocaled gver their estimated uselul lives
as depreciation expense, In ke current perind, lhese amounts are;

Capital cullay $ 333782
Deprecialion expense {165,780)
Excess of capital oullay aver depreciation €xpense 167 882

Repayment of long-term debt and borrowing of long-term debt is reported as expandilures and
and olher fingncing sources in governmental funds, bul the repayment reduces long-lerm
lizbililies and the borrowings increase long-ferm liabililies in the statemenl of net assets,

In the current year, these amounts consist of:

Loan proceeds 200,000}
Lang-term debt principal retirements 28,112
{170.888)

Some iterns reported in the statement of activities do nol require the use of current financial
resources and therelore are not reported as expendilures in governmental funds. These
aclivities consist of;

Increase in acstued interest payable (2,151)

Decrease n compensated absences 34 318

32,167
Change in net assets of governmental activities 5 257821

See accompanying notes 1o financial statements.



Fulton Schaools
Fiduciary Fund

STATEMENT OF FIGUCIARY NET ASSETS

June 30, 2008
Agency
Fungd
ASSETS
Cash 3 64,774
LIABILITIES
Cue to
Elementary 5 22,853
iiddle School/High Schaol 32 680
Athletic groups 9,14
TOTAL LIABILITIES % 64,774

See accompanying nctes to financial statements,



Fultor Schools
MOTES TO FINANCIAL STATEMENTS

June 3, 2008

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial stalements of Fulton Schools have been prepared in conformity with accounking principles generally
accepted in the United Stales of America [{GAAP) as applied 1o governmental urits. The Governmental Accouniing
Standards Board {GASB) is the accepled standard-sefting body for establishing governmeantal accounling and
financial reporting principles. The District's more signidficant accounting policies are described below,

1. Reporting Entity

As required by accounfing principhes generally acgepted in lhe United States of America; GASE Stalement No. 14,
The Financial Reporfing Enfly {as amended by GASE Siafemcenl No. 3893, and Siatement on Michigan
Governmental Accounling and Audifing No. 5, Ihese financial slalements present the nancial achivities of Fulton
Schools {primary government) The Dislrict has no activilies that would be classified as comporent units.

Based upoin the applicalion of thesa crilenia, the financial sialements of the Districl conlain all the funds conlrolled
by the District.

2. Basis of Presentation

CISTRICT-WIDE FINANCIAL STATEMENTS

The statement of net azgsets and the statement of aclivifies (the districl-wide statements) present information for the
disirfici as a whole. All non-fiduciary activities of the primary government are included {i.e., fiduciary fund activities
are not included in lhe disiichwide slalements). Intedfund activity has been eliminated in the preparation of the
dislnckwide financial slalements.

The statement of aciivities presenls lhe direst functional expenses of the District and the program revenues that
suppor them, Direcl expenses are specilically associated with a service, program, or departrnent and are therefore
ciearly identifiable {o a particuar function. Program revenues are associated with specific functions and hclude
charges to recipients of goods or services and grants and contributions that are restricted to meeting the sperational
or capital requiremenis of that function. Revenues that are nat required to be presented as program revenues are
general revenues.  This includes all taxes, inleresl, and unrestricted State aid payments and shows how
governrental funclions are either self-financing ar supported by the general revenues of the District,

FUND FINANCIAL STATEMENTS

The District uzses funds to maintain its financial recards during the year. Afund is defined as a fiscal and accounling
entity with a self balancing set of acesunts. The District utitizes governmeantal and fidugiary funds.

The governmental fund financial statements present the Distict's individua) major fund and aggregated nonmaior
funds. A separate column /s shown for the major fund on the balanse sheet and staternent of revenues,
experditures, and changes In fund balances. Nonmajor funds are combined and shown in a single colurmn. The
fiduciary funds are reported by type,

The major funds of the District are:

a. General Fung - The General Fund g usad o actaont for money or olher resources provided to the Gistrict to
suppont the educational programs and general operations of the Oisirict.

L. Capital Projects fund - This fund is uged to account for a sinking furd tax lavy far the purposes of purchasing
and construching capital aszels for district use.

10 -



Fulton Schoals
NOTES TO FIMAMCIAL STATEMENTS

June 30, 2008

NOTE A: SUMMARY CF SIGNIFICANT ACCCUNTING POLICIES - CONTINUED

3. Measurement Facus

The dislrict-wide and fiductary fund financial slatemants ara presented using the 2conomic resources measuremsant
focus, similar o thal vsed by business enterprises or not-for-profit organizations. Because anolher measurement
focus is used in the governmentz! fund financial statements, recenciliations to the district-wide slatements are
provided that explain the differences in detail.

Al governmentat funds sre presented using lhe current financial resources measarement focus.  With this
measurement focus, only current assets and current liabilities generally are incfuded on the balance sheat
Operating stalements of these funds present increases fie., reveruas ang other financing sources) and decreases
{Le., expenditures and other financing uses) in net current assets.

There is no measurement focus for the fiduciany ageney fund since assels equal liabililies.

4. Basis of Accounting

Basis of gocounting refers to the timing wnder which transacfions are recegnized for financial reporting purposes.
Govaernmental fund financial statements ese the modified accrual baszis of accounting.  The district-wide and
fiduciary fund financial statements are prepared using the accrual basis of accounting.

Urder \he accrua! basis of accounling, revenue is recarded in the period in which it is sarned and expenses are
recorded when incurred, regardless of the fiming of related cash flows. Property tax revenus is recognized in the
fiscal year for which il is levied. Revenues for grants, entitlements, and donations are recognized when aft sligibility
requiremnents imposed Dy Ihe provider have been met, Deferred revenue is recorded when resources are received
By the Dislrict hefere it has legal claim to them, such a3 when grant monies are received prior to the incurrence of
qualified expenditures.

Under lhe modifted accrual basis of accounting, reverues are recoghized when suscaplitle lo accrud! (e, when
they become both measurable and availzble). "Measurable” means the amount of the transaction can be
determined and "avallable” means colectibte within the current period or soon enouvgh thereafler 1o be used to pay
liakililies of the current period. Reverues suscepticle {o accreal include property taxes, slate ang federal atd, and
interast revenue. Gther rovenues are not suscephble to acorual because generaliy they are not measurabie unlil
received in cash, Expendilures are recorded when the relaled fund liability is incurred, except for principal and
interest on general long-term debt which are recorded when dug,

The Digirict repons deferred revenue on its governmental funds balance sheel, Deferred revenues arize when
potertial revenue does ngt meet bolh the “measurable” and “available” criteria for recognition in the current period.
Resourees are considered available if they are collected during the current fiscal year of sqon enough afterward to
be used in paymenl of current vear babilities - defired as expectad to he received within sixty days of vear-end,
Deferred revenues 2iso arise when the Distict receives resources before it has a legal claim ta them. in
subsequenl periods, when both revenue recogrition criteria are met, the liability for defarred revenue is removed
fram the balance sheet and revenue is recognized.

5. Budgets and Budgetary Accounting

Budgets are adopted on a basis consistent with accounting principles generally accepted in the Uniled Slales of
America, Annual appropriated budgeis are adopted for all required governmental fund fypes.

The Disiriet does not maintain a formalized encumbrance accounting system.  All annuezl appropriations lapse at
fiscal year end.

-1 -



Fulton Schools
NOTES TGO FINANGIAL STATEMENTS

Jupe 30, 2008

HOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

5. Budgets and Budgelary Accaunting - cantinued

The District follows these procedures in establishing the budgetary data refiected in the financial statements:

g, The Superintendent submits to the Schoot Board a proposed operating bugget for the fiscal year commencing
onJuly 1. The operating budget includes proposed expenditures ang the means for flinancing them,

b. Public hearings are conducted to obtain taxpayer comments.

g.  Prior to July 1, B budget is legally adopled by Scho! Board resclution pursuant o the Umiform Budgeting and
Acocounting Ack (P.A. 621 of 1878} The Acl requires Ihat the budgel be amended prior to the end of the fiscal
year when necessary o adjust appropriations if il appears that revenues and other financing sources will not be
in excess of original estimates. Expenditures shall not be made or incurred, unless authorized inthe budget, in
excess of the amounls appropriated.

d. The budgels are legally adopted to the functional level, however, they are maintained at the object level for
contra] purposes. Any revisions that alter Lhe total expenditures at the funclional level must be approved by the
Schoo! Board,

2. The Superinlendent s authorized to transfer budgeled amounts Tor purposes of meesting emargency needs of
the Districl; however, Ihese translers must be approved subsequently by the Board of Education.

1. Formal budgelary integration is employed as a management controd device guring the year for all governmental
fund types.

g. The budget, as presented, has beern amended in a legally permissible manner. Four (4) supplemental
appropriations ware made during the year with the las! approved June 23, 2008

6. Cash, Cash Equivalents, and Investmenls

Gash and cash equivalenls consisl of checking and savings accounls and pooled investment funds. Cash
equivatenis are recorded at market value. Invesiments consist of cedificates of deposit with an ariginal maturity of
greater fhan 90 days. Invesiments are recorded at market value.

7. Shor-term Interfund ReceivablesiPayabies

During the course of operalions, numergus fransactions occur between individual funds for goods provided or
services rendered, These receivahles and payables are classified as "due from other funds” and "due o other
funds" on the govemmental funds balance sheel.

BE. Invenlories

Inventories are stated &t cost on a first inffirst out basis, The Food Services Fund iventory consists of food and
paper goods.  Inventary amounts are equally offset by a fund balance reserve in the fund linancial statemenls,
which indicates that they do net constitube "available spendable resources” even though they are a component of
net current assets.

9, Dueg From Other Governmentai Unils

Dus from other governmental units consists of vanous amoums owed to the Diglrict for grant programs and State
Aid paymants. The Siate of Michigan's funding siream of Slale Aid paymenis resylts in the final two (2) payments
for the fiscal year ended June 30, 2008 to he paid in July and August 2008, The Iolal amount of §1,456,264 due
from other governmental unite consists of §1,359,292 and F968,972 related ko Slate Aid and grant and Iocal
programs, respediively.
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Fulton Schools
MNOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE A: SUMMARY OF SIGNIFCANT ACCOUNTING POLICIES - CONTINUED

10, Capitat Asseis

Capitai assets include land, buildings, equipment, and vehicles and are recorded (et of accumulated depraciation,
if applicable} in the district-wide financial statements. Capital assets are those with an estimated useful life of more
than one year. Capital assets are not recorded in the governmental funds.  Instead, capital acquisition and
construchion are reflecled as expenditures in Qoverrmental funds, and lhe related azsets are reported in the district-
wide financial slatemenls. Al purchased fixed assets are valued at cost where historical recards are available and
at an estimated tsloncal cost where no historical records exist.  Donated capital assels are valued at ther
estimated fair market value on the date received.

The cost of normal maintenance and repairs that do not add to the value of the asset or materially extend asset
lives are not capitalized. Depreciation is computed using the straight-line method over the following useful tives:

Buildings and additions o - 20 years
Equipment andg furmniture g - 20 years
Vehicles 3 years
Other capital equipment 5 - 20 years

The District has ne assets that would be classified as infrastnecture assets.

11, Compensated Atsences

Based on lhe requirernents of GASE Statement No. 18, Accounting for Compensafed Absencas, the District has
recarded all liabilities associated with compensated absences. Accumulated vested severance amounts and
nonvesled severance amolints thal are probable to vest and be paid at termination are considered payable from
fulure rescurces and are recorded along with the related payroll taxes as a long-term liability in the district-wide
financial statemenls.

12. Accrued Interest Payable

Accrued imterest is presented for the long-tenn ohligations in the district-wide statements in two components; the
partion of [nterest payable that is duea within ane yesr is repored a5 a cuwivenl liability, the remaining ammount that is
nat due within one year has been reported as & noncuwrent lizbitity.  The interest payable on lhe Durant Resolulion
bonds that were due May 15, 2003, 2004, 2005, 2007 and 2008 is shown as a noncurrent liability due to the State of
Michigan deferming these paymenis uriil May 15, 2071,

e Obtigations

Larg-tesen debl is recognized as a liabilty in the dislvict-wide slaterments when inoumed. The partion of those
lizbilities expecied to be paid within the next year is 2 cument liability wilh the remaining amounts shown as long-
term.

Long-lern debt is recognized as a liability of @ governmental fund when due or when resources have been
accuraulated in a Debl Service Fund for payment aarly in the following year. For other long-term obligations, only
that portion expected 10 be financed from expendable available financial respurces is reported as & fund lizbilly of a
governmenlal fund.

14, Property Taxes

Fraperty taxes levied by the District are colfected by various municipalities and pericdically remitted to the Dislvicl.
The taxes are levied as of December 1 and are due upon recaipt of the billing by the laxpayer. The actual due dale
is February 14, after which ime the bills become delinguent and pengllies and interést may be assessed by the
collecting ertity, School District property bax revenues are recogrized when leviad to the extent that thay result in
current reverue {coltected as of vear-end). Amounts received subsequent 1o June 30 are recognized as ravenueg
when callected.
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Fulton Scheols
MOTES TO FIMANCIAL STATEMENT S

June 30, 2008

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

14, Properdy Taxes - continued

The District levies taxes of $18.00 per 51,000 of taxable walugtion on nonhomeslead property for general
govarnmental services and §3.00 per $1,000 of taxable valuation on the lotal applicable taxable vatustion of ail
property within the Districl lo fund the sinking fund. The District is also permilted to levy addiional amounts for
enhancemenl andfor debt service if voter approval is obtained,

158. State Foundation Revenue

Beginning with the fiscal year ended June 30, 1895, lhe Slate of Michigan adopted a foundalion grant approach,
which provides for a specific annual amound of revenue per sludent based on a statewide formula. Prior to the fiscal
year ended June 30, 1985 the Siste wilized a districl power equalizing appreach. The faundation is funded from
State and local sources. Revenues from Slate sources are primarily governed by the School Aid Act and the
Schoal Code of Michigan. The Michigan Department of Education administers the allocation of State funds o
schood districts based on information supplied by the districts.  For the year ended Jure 34, 2008, the foundation
allowance was based on the average of pupil membership counts taken in September 2007 and Februany 2007
The average calculalion was weighted 75% for the September 2007 count and 25% for the Febneary 2007 count.

The State portien of the foundation: is provided primarily by a State education property tax millage of § mills and an
allocated portion of Siate sales and other taxes. The local portion of the foundalion i3 funded primarily by
nonbhomesiead property laxes, which may be levied at a rate of up lo 18 mills. The State revenue is recognized
during the foundation period {curvenlly the fiscal yvear) and is funded thraugh mine (8} payments made during the
fiscal year and fwo (2) payments made subsequent lo year-end. The focal ravenue is reconnized a5 oullined above
under Praperty Taxes.

18, State Caleqorical Revenue

The District alsa receives revenue from the State ta administer certain eategarical education programs. Slale riles
require that revenue earmarked for these pragrams be expended for its specilic purpose.  Calegoncal hinds
received that are not expended by the close of the fiscal year are reported as deferred revenue, when they are
nresent.

¥, Ipterfund Transaclions

Interfiind transaclions are repored as either inans, services provided, reimbursements of fransfers. Loans are
reporied ag interffund receivables and payables as appropriate and are subject to elimmation upon consalidation.
Services provided, deemed to be at market or rear market rates, are teated as revenues  and
expendiluresiexpenses. Reimbursements are when one fund incurs a cost, charges the appropriate benafiling fund
and reduces itz related cost as a reimbursement. Al other interfend fransachions are treated as Iransfers on the
governmental fund financia! staterments. Transfers are nelted as part of the recanciliation to the district-wide
financial statements.

8. Federal Programs
Federal programs ars accounled for in the General Fund and specific Special Reveanue Funds.

18. Comparative Data

Comparalive data for the prior year has not been presented in the basic financial statements since their inclusion
waould make the statements unduly complex and difficult o read,
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Fulton Schools
NGTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE B: CASH. CASH EQLIVALENTS, AND INVESTMENTS

In accordance with Michigas Public Act 451 of 1975, Section 1223{1), as amended, the Dislicl iz aulhorized io
invest its surpius funds in the foiowing fypes of invesiments:

1. Bonds, ifls, or notes of the Linited States; obligations, the principal and interest of which are fully guaranteed by
the United States; or gbligalions of the Stale.

2. Certificales of deposit issued by a State or Mational bank, savings accounts of & State or Federal savings and
lean association, or certiiczies of deposit or share cenificates of 3 State or Federal credit union urganized and
authorized 1o cperaie in this Slate,

3. Commercial paper rated prime at the time of purchasa and maluring not more than 270 days after the date of
purchasa.

4. Securities issued or guaranteed by agencies or instrumentalities of the United States govemment.

5. United States government or Federal agency abligation regurchase agreemaents.

. Bankers acceptances issued by a bank that is a member of the Federal Depositary lnsyrance Corparalion.

7. Mutuai funds composed entirely of investment vehicles that are legal for direcl investment by a School District.

8. Investment pools, as suthonzed by the Surplus Funds Investrent Pogl Act, Act Mo, 367 of the Public Acts of
1982, being seclions 129,111 o 128,118 of the Michigan Compiled Laws, composed entirely of instrumenls thal
are legal for direct invesiment by a School Gislict,

Wichigan Public Acis aulhcrize school districts in Michigan Lo depaosit in the accounts of federally insured banks,
credit unions, and savings and lgan associations. Depasits of he District are af federally insured banks and credit
unicns in the Stale of Michigan in the name of the Schaol Dislrict.

Federal Deposit insurance Corporation (FDIC), Federal Savings and Loan Insurance Corporation {FSLIC), ang the
Mational Credit Union Administration regulations provide that deposits of goverrimentad units are to be separately
insured for savings deposits and demand deposits up to $100,000 each. Furthermore, if specific deposits are
regulated by statute or bond indenture, these specific deposits are to be soparately insured for the amounl of
100,000, Michigan School Code Section 1223 allows that security in the form of collateral, surety band, or anolher
form may be taken for the deposits or investments of & schogt diskrict i @ Dank, savings and loan assockation, ar
credit union,

Depasits

There is custodisd credit risk as i relates fo deposils. In he case of deposils, this is the risk that in the event of a
hank failure, the District's deposiis may nal be returned lo i,

As of June 30, 2008, Whe camying amounl of the Dislicls deposits was 3708248 and the hank balance was
TA33,277, of which $103572 was covered by Federal depository insurance. The balance of $728.705 was
uninsured and uncollateralized.

Invesiments

As of June 30, 2008, the District had the following irvestenents:

Canrying harket Weighted Average
INVESTMENT TYPE Araote Value itaturity

Uncategeorized ponled investment funds
MLAFP - Cash Management Funds £ 1,247,251 % 1,247,283 M{A

T



Fultan Schoaols
NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE B: CASH, CASH EQUIVALENTS, AND INVESTMENTS - CONTINUED

Credi rigk

State law limits investments in certain ftypes of nwvestmenis to a prime or belter rating issued by nationaly
recognized statistical rating organizations (NRSRO's). As of June 30, 2008, the Cistrict’s investmenl in the
uncateqaorized poaled investment {with Michigan Liquid Asset Fund Plus {MLAFPY) was rated AAA by Standard and
Paoor's.

Interest rate risk

The District will minimize interest rate risk, which is the risk that the market value of securities in the portfolio will f5(
due to changes in market interest rates, by structuring the investment portfolin so that securities mature to meel
cash requirements for ongoing operations, thereby svoiding the need o sell securities 0 the epen market and
investing operating funds primarily in shorter-term securibes, liquid asset furds, morey market ruteal funds, or
simitar imrestment peols and limiting the average maturity in accordance with the District’s cash requirements.

Concenlration of credil rick

The District will minimize concentration of credit risk, which is the risk of loss atlribuled to magnitude of the District's
investment in a single issuer, by diversifying the investment portfolio so that the impact of potential losses from any
one type of security or issuer will be minimized.

Cuslodial credit risk

The Diskicl will minimize custodial credit risk, which is the risk of [oss due to the failure of the security issuer or
backer, by limiting invesiments o he hypes of securilies authorized by Lhe Board and pre-gualifying the financial
institubions, brokerfdeglars, inkermediaries and advisars wilh which the Dislnic! will do business in accordance with
Board approved policy.

As of June 30, 2008, the cash and cash equivalents and investments referred o above have been reported in either
the cash and cash equivalents or investment captions in ihe financial statemenls in the following calegories:

Governimenlal Fiduciary
Activities Fungis Taotal
Cash and cash equivalents $ 1,887,183 3 94,774 & 1,851,857
Investments 3572 - 3572

$ 1,890,795 3844 21,955,528

Due to significantly higher cash flow at certain periods duning the year, the amoun! the District held as cash, cash
equivalents, and investiments increased significantly. As a result, the amound of uninsured and uncallateralized
cash, cash equivatents, and investments were substantiatly bigher at these peak periods than at year-end.

NOTE C: INTERFUND RECEIVABLES AND PAYABLES

The amount of interfund receivables and payables at June 30, 2008, are as follows:

Due to nonmajor governmental funds from,

General fund 3 1.5

Amounls appearing as interfund payables and receivables arise from two lypes af transactions. One type of
transaclion is where a fund will pay for a good o service Lhat at least a portion af the beneflt belongs to anather
fund. The second type of ransaction is where cne fund provides a good or service to another fund. Balances at
the end of the vear are for lransfers that have not cleared as of he balance sheet date.

216 -



Fuiton Schocls
NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE D: INTERFUND TRANSFERS

FPermanent realiocalion of resources between funds of Lhe reporting entity is classified as intedund transfers. For
the purpose of the stalement of activilies, all interfund transfers between individual govermmmental funds have been
aliminated,

Tranzfers from General Fund to:
tonmajor governmental funds & 214 539

Transfers from nonmajor governmentat funds to:
Geeneral Fund $ 15,524

NOTE E: CAPITAL ASSETS

Capital asset activity for the year ended June 36, 2608, was as follows:

Balance Balance
July 1, 2007 Additions Celetions June 30, 2008
Govemmental activities
Capital assefs not being depreciated
Land % 12,225 % - B - ] 12,225
Construchon i Process - 192 600 - 182,000
Subiotal sssete not
being depreciated 12,225 182,000 -0- 204,225
Capital assets being depreciated
Buildings 4 237,972 - - 4,237,072
Equipment and furnitura 2405905 43 G40 - 2449 845
Vehicles 1,008,712 o7 822 - 1,108,534
CHher capilal equipraent 196,525 - - 186.525
Subtotal of capilal assets
being deprecialed 7.849.114 141,762 -0- 7,990,876
Less accumulaled depreciation for.
Buildings {2644650) ( 70013) - { 2,714,663 )
Equiprnent and furniturs { 2,097,538 } { 50476 ) - { 2,148,014 1}
Vehides { 854980} { 43956 ) - { 928918}
Other capital equipment { 180877} _{ 1335} - {182,212 }
Subtotal (5818025 ) { 165780 } £ (5983805 }
Mzt capital assets
heing depreciated 2,031,089 {24018} -G- 2,007 071
Capital assets, net § 28043314 § 67982 ] -0- 5 22117288

Deprecialion expense was not allocated to govermmentat functions, it appears on the statement of aclivilies as
"unalloeated”,
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Fulton Schools
NOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE F: LONG-TERM DEBT

The following is a summary of changes in long-lerm debi obligations of the Disirict for the year ended Juneg 30,
2008,

Amounts
Balance Balance Due Within
July 1. 2007 Additions Deletions  June 30, 2008 One Year

1998 Durant Resolulion Bonds B 44070 % - & - % 44070 % 4154
Instailment Loans 201,832 260,000 28,112 372,720 80,788
Accumulated compensated absences 296 352 213,024 247 347 262 G044 2613

§ 542264 § 413054 F 276484 3 678834 § 163556

Significant details regarding cutstanding long-term dett {including current portions) are presented below,

Resolution Bonds

374,637 1998 Durant Resolution Bonds dated November 15, 1988, due in annval
installments from 54,154 to 25,787, with inderest of 47615353 percenl, payable
annually, The annual debi service payments related lo these bonds is paid through an
annual apprapriation from the State of Michigan., The State of Michigan has suspended
payment unkl May 15, 2009 ] 44 070

Instaliment Loans

$34.375 Installment Purchase Agreement dated July 16, 1988, due in semi-annoal
installments ranging fram $1,287 1o §1.655 through May 15, 2013 with interes! at 568
percent, payable semi-annually. 3 14,641

$236 268 Installment Purchase Agreement dated July 16, 1998 due in semi-ammual
installments ranging from $8,843 to $11,378 through May 15, 2013, with interest at 5.68
percent, payable semi-annually. 100,633

$24,275 Instaliment Purchase Agreement dafed December 9, 19508 due in semi-annual
inztaliments ranging from 3534 1o $1,201 through dday 15, 2013, with interesf af 568
percent, payable semni-annually. 10,524

517,380 Installment Purchase Agreement dated December 9, 1998 due in semi-annusl
installments ranging from 566D to $860 through May 15, 2013, with interest at 568
percent, pavable semi-annually, 7.507

E58,600 Installment Purchase Agreement dafed December 9, 1988 due in semi-annual
instafiments ranging from $2,254 to 32,000 through May 15, 2013, with interest at 5.68
percerd, payable semi-annually. 25,647

331,000 Installment Purchase Agreement dated December 9, 1838 due in semi-annual
installments ranging from $1,182 to $1 534 through May 15, 2613, with interest at 568
percent, payable semi-annually. 13,568

$200,000 Installment Purchase Agreemenl dated May 26, 2008 due in annua
installments of 50,000 through May 1, 2012, with interest al 3.79 percenl, payable

anrually. 206,000
$ 372720
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Fulton Schoals
MNOTES TO FINANCIAL STATEMENTS

June 30, 2008

NOTE F: LONG-TERM DEET - CONTINUED

Annual Reguirements for Bonded Debt and Installment Loans

The annuzl requirements to pay the debt principal and interest outstanding for the Long-Term Debt are as follows:

Dhurant Resclulion Bonds installment Loans
Year Ending
Jurie 30, Erincipal Inferest Principal interest
20045 & 4,154 ¥ 1,088 & 80,788 T 16,440
2014 4,351 £o) 82 561 13,291
2011 25787 9,428 84 436 89,520
2012 47715 4648 88 420 5642
2013 5003 239 IB 515 1,645

B 44070 & 2711 P 372720 % 45542

The Durant Resolution Bonds referred to above are bonds whose future debt senice payments by Ihe Distict are
contingent on an annual State of Michigan appropriation.  This i3 the only revenue scurce for making the annual
debl service payments on these bonds, I the legistaiure of the State of Michigan fails to appropriate the funds, in
any paricular year, the Disitct s under no obligation for payment of that year's debl ofligalion. The State of
Michigan has suspended payments on these bonds until May 15, 2000, It appears this suspension will have no
finrarcial impact on Fullon Schoels in the fulure.

Compens brenres

In recognition of services to the Gistricl, 3 severance payment will bé made upon termination to eligible
employees according 1o their respective employment contracts or past District practice as follows.

Teachers and Administrative Staff
Employees eligible for non-disabilily retirerment through the Michigan Pubtic Schools Emploves Retirement

System and having al least fifteen {15} years of consecutive service o the Board shall be paid a severance
payment on the following schedule:

After fifteen [15) vears of service, five {58} days' salary plus fifteen percent {15%) of the bargaining unit
member's unused sick leave,

After twenty (200 years of service, ten (10) days' salary plus Tifteen percent (15%) of the bargaining unit
member's unused sick [eave.

After twanby-five (25) years of service, fifteen (12} days' salary plus fifteen percent (15%) of the bargaining
unit membes's unused sick leave.

Support Staff

Employees completing ten {10) vears of service to the District and reaching age fifty (50) or above shall be paid a
severance payment on the following schedule:

After ten {10) vyears of service, one (1) week salary plus fifteen percenl {15%) of the hargaining unil
member's unuses sick leave.

After fifteen (15) years of service, two (2) weeks salary plus fifteen percent {15%) of the bargaining unit
mamber's unused sick leave,
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Fulton Schaools
MOTES TQ FIMANCIAL STATEMENTS

June 30, 2003

NOTE F: LONG-TERM DEBT - CONTINUED

Support Stalf - continyed

After twanty (20) vears of service, three {3} weeks salary plus fifteen percent {15%) of the baraaining unit
member's unused sick leave.

After twenty-five (25) years of service, four {4) weeks salary plus ffteen gercent {(15%) of Lhe bargaining unit
member's unused sick leave,

Under GASE Sislement Mo, 16 requirements, the District has elected to implement the "vesting™ methad of
calculating the compensated absences fabilty. The amounts ascumulated for all employess currently vested arg
calculated along with an amount for other employees who currently are not vested but are probable to vest in fulure
years. The sick leave amounts for employess who currently are not vested are caloutated by using total unysed
sick leave amounts at Jung 30, 2008, for 3l nonvested employees. The termingl teave amounds for employvees who
currently are not veslted are calculated by Bking the sum of monvested employees’ salanes for the year ended June
30, 2008, and multiplying il by the applicable years of service parcentage, Both of these amaunts are mulliplied by a
hislarical termination percentage. This percentage is based on an estimate of the percentage of employees who
have terminated employmert fully vested in the past five (5) years.

A summary of the cafcuiated amounts of acerued compensaled absences and relaled payroll taxes as of June 30,
2008, which has been recorded in the Bislicl-wite financial statemenls, is as follows:

Vesled konvested
Emplovess Employeas Total
Compensated ahsences $§ 19¥8M 5 468068 § 244378
Payroll taxes 15137 2831 17 668

NOTE G: EMPLOYEE RETIREMENT SYSTEM

All of the Districi's emplovees, except students, are eligible to paricipate in 1he State wide Michigan Public Schoal
Employees’ Retirement System (MPSERS), a mulliple-employer, cost-sharing, State wide public employves
relirement systemn. The MP3SERS issues a publicly aveilable financial report that includes financial statements and
required supplementary informalion for the Plan. The report for the fiscal year-end September 30, 2007, the last
year availatle, may be oblained by contacling the State of Michigan Depanment of Management and Budget.

The payrall for emplovees covered by the MPSERS for the vear ended June 30, 2008, was 54,886,832 of which
£3,712,361 was for members who have elected the MIP option; the District's total payroll was $5.088 432,

Effective January 1, 1987, Act 91 of the Public Acts of 1885 esiabfiched a voluntary contribution Lo the Member
Investment Plan {MIP}). Employees first hired before January 1, 1890, made a gne-time irevacable election to
cantribute to the tax deferred MIP. For a limited peried ended Janvary 1, 1983, an aclive Basic Plan member may
have enrolled in MIP by repaying the conlribubions and interest that would have been made had MIP ensoiiment
ocourred initialy prior to January 1, 1980, Employees first hired on or afler January 1, 1890, will autamalically be
irnehuded in MIP.

Members in MIP may relire al any age after attaining thirty years of credited senvige, of at age sixty while still
wiorking wilth a mimmum total of five (8) vears of crediled service, with credited senvice in each of the five (5) school
fiscal vears immediately preceding the retiremenl allowance efiective date. The retirerment allowance is calculated
using a formula of 1.5% of the member's final average compensation multiplied by the total number of vears of
crediled service.
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Fulton Schools
MOTES TO FINAMCIAL STATEMENTS

June 30, 2008

NOTE G; EMPLOYEE RETIREMENT SYSTEM - CONTINUED

Employees wha did not elect e MIF aption fall under ihe MPSERS Baszic Plan and may retire after atiaining age
sixly with ten {10) o more years of credited service, or altaining sge y-five with thirty or more years of credited
semvice; or altaining age fifty-five while still working with at least fifteen (15) but fewer than thirty years of credited
service, and perfarmed service credit in sach of the five {5) school fiscal years immediately preceding the refirement
allewance effeclive date. The retirement allowance 1s computed using a farmula of 1.5% of the average of the
kighest total earings during a period of sixty consecutive months {five (5} years) muttiplied by the total years to the
nearest tenth of a year of credited service.

The MPSERS also provides death and disability benefits and hedth and medical, dental, vision and hearing
insurance coverage. Benefits are established by state statute.

Employess who selected MIFP an or before December 31, 1588, confributed 4% {rom January 1, 1987 lo December
31, 1288 angd 3.9% hereafter. Employees first hired on or after January 1, 1990, are required to conlribule based
on a graduated rate: 3% of the first §5,000; 3.6% of 55,001 through $15,000; 4.3% of afl wages cver $15,000.

For the periag of Juby 1, 2007 to September 30, 2007, the Disbrict was required by State statute to conlributa 17 .74%
of covered compensation for &l wages o the Plan. For Ihe period of October 1, 2007 to June 30, 2008 the District
is required by Siate statule o coniribute 16.72% of covered compensalion for all wages to the Plan, The total
amount contributed o e Plan for the year ended June 30, 2008, and the previous wo (2) years is as foliows:

MIP Dislrict Total
Jung 3, Contributions Contributiong Contributions
2008 $ 143243 $ 82360 b 971,894
207 134,766 838,145 973,871
20686 126,315 778,139 208,454

The ffiowing represents conlributions as a percentage of the applicable covered pawedll for the clrrent and
greceding two (2) years:

MIF Disirict
Jung 30, Contributions Contributions
2008 4.0 % 17.0 %
2007 4.0 78
2006 4.0 16,0

NOTE H; FUND BA| ANCE RESERVES

Reserved fund batance is wsed o earmark a portion of fund balance to indicale that il is not sppropriate for
expendiures or has been legaliy segregaled for a specific fulure use.

The following are the various fund balance reservas as of June 30, 2008

Genaral Fund
Inventories 3 4 384
Monmajor Governmental Funds
Inventories 5 3187
Diebt Service 1,248
Schalarships 28421
i___32.808
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Fulton Schools
NOTES TO FINANCIAL STATEMENTS

June 30, 2003

NOTE I: RISK MANAGEMENT

The District participates ih 2 pool, the MASB-SEG Property and Casualty Pool, with other school districts for
property, Fability, indland marine, crime, employee dishonesty, and emrors and omissions. The pool is organized
utder Public Act 138 of 1882, a5 amended a3 a governmental group property and casualty self insurance pool, In
the event the pool’s olaims and expenses for a palicy year exceed the lolal narmal annual premioms for said years,
all members of the specific pool's policy year may te subjecl {o special assessment o make up the deficiengy. The
District has not been informed of any special assessments heing required.

The District is exposed o nsks of 1035 redated to the District's workers” compensation for which the District carries
commercial nsurance,

NOTE J; SPECIAL EDUCATION UNDERFUNDING SETTLEMENT

Prior to the current year the Durant vs. State of Michigan case was setfled and the State was required to reimburse
each plaiptiff and nonplaintiff District an agresd upon amount for past underdunding of special educalion,  Fulton
Scheols, a nonplaintiff District, was awarded $149,274 int the settternent. The funds are being paid as follows:

a. One-half is being paid over the next ten {10} years, which began Movemntrer 15, 1898, The restrictions on use
of these funds are detailed within State Schon! Aid Act, Seclion 11F{6). These funds are recorded within the
General Fund as categorical State Aid. At the end of the currenl year 3] these funds had been expended.

b. One-alf is being paid over the next fifteen {135) vears, which began May 15, 1889, The District bomowed this
portion of the sefilement amounl through the Michigan Municipal Bond Aulhanity on November 15, 1998, These
funds were recarded as bond graceads in the Capital Prajects Fund. The bond proseeds may be used for any
purpose specified in Sactan 1351 {a) of the Revised Scheol Code. The debl service payments far these bonds
are to be made through an annual legislstive approprialion. If the State of Michigan legislature fails to make the
annual appropriation lhe District is under no chligstion for the debt payments for that year, The District has
pledged the annua! State payments o lhe Michigan kMunicipal Bond Autherity for payment of debt service.

NOTE K: SINKING FUND ACTIVITY

The Capital Prajects Fund of the Clistrict includes the capital projects activilies funded by lacal miltage for a sinking
fund (the Sinking Fund Capital Projects Fund) ang other miscellaneous lecal revenues in those applicable funds,
Far the expenditures recorded within the Capital Prajects Sinking Fund, the Districl has complied with Ihe applicable
provisions of Ssction 1212 (1) of the Revised Scheol Code and the Michigan Depanmenl of Treasury Letler Mo, 01
3.

The folicwing is a summary of the revenue and expendilures in Ihe Capilal Projects Fund from the inception of
the sinking fund millage in the current year. These amounts relate lo cumulative project-to-date
revenuesfexpenditures through the period ended June 34, 2008. The fund had a beginning fund balance at July
1, 2007 of 38,747

Capital
Projects
Fund
Revenues ard other financing saurces £ 595 057
Expenditures 3 345044
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Fultan Schoals
MOTES TGO FINANCIAL STATEMENTS
Jdure 30, 2003

NOTE L: CONTRACTUAL COMMTMENTS

The Dstrict has entered inlo various cantracts related to ongoing repairs and maintenange thal were not compleled
at tune 38, 2088 The contrachual commitmenls cutstanding at June 30, 20608 {otaled $358 528 The District plans
o cover these commilments with existing furd equity ard fulure sinking fund millage.

MOTE M: EXCESS OF EXPENDITURES OVER APPROPRIATIONS

Michigan Public Acl 21 of 1978, Seclion 18 and 18, a5 amended, provides that a logal governmental unit nat incur
expenditures in excess of The amount appropriater.

The Ciskicl's budgeted expenditures in the General Fund have been adopted at the functional classification level.

During the year ended June 30, 2008, lhe District incurred expenditures in excess of the amounts appropriated as
fol lonars:

Amourts Amounts

Appropriated Expended Variance
General Fund
Transfers to other funds BOo197T280 0§ #4539 0§ 17,249

NOTE N: RESTRICTED NET ASSETS

Rastrictions of net assets shows in the govemment-wide financial statemenls indicate that reslrictions imposed by
some other outside source which preciudes their use for unrestricted purposes. The following is the net asset
restriction as of June 30, 2008

PRIMARY GOVERNMENT
Governmental Activities
Sinking Fungd Activities ¥ 395810
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Fulton Schools
General Fund
BUDGETARY COMPARISON SCHEDULE

Year Ended June 30, 2008

Variance with
Final Budget
Budgeied Amounts Positive
Qriginal Final Actual {Megative}
REVEMNUES
Local sources 3 514500 £ 620140 5 820 848 I 0B
Stale sources 6,939 113 7,796,343 73155492 18 245
Federal sources 195 500 287 252 298 214 11,952
TOTAL REVEMIUES 7649213 8,203 745 8,235,652 31,907
EXPENDITURES
HSTRUCTION
Basic programs 3723257 3,864 425 3853117 10,708
Added needs 736,967 757,61 752,855 4,906
Adult and continuing education 741,302 886,610 851,191 5410
TOTAL INSTRUCTICN 5,201,526 5,508,736 5. 487,763 21,023
SUPPORTING SERVICES
Sludent services 188 698 182 785 187,685 5,098
Instructional siaff 167,965 167,765 164,011 3,754
General administration 331611 327 580 322,493 4,587
School administration £05,887 495 180 454 837 353
Other business services A%4,350 32,806 32,672 234
Operalions and maintenance 681,282 761,510 752 844 8,766
Transpaortation #15,652 672,700 649 830 22 B85
TOTAL SUPPORTIMG SERVICES 2531 445 2,650,426 2,604,765 45 661
COMMUMNITY SERVICES 207,834 226 130 217,344 8,786
CEBT SERVICE
Frincipal 29710 259115 29,112 3
Inlerest 11,058 11,080 11.054 G
TOTAL DEBT FERVICE 40,164 2175 40, 166 g
TOTAL EXPENDITURES 7.080967 8,425 527 2,350038 75,459
EXCESS OF EEVEMNLUES
(UNOER) EXFENDITURES {331,754) {221,782} {114,386 147,396
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Fulton Schoois

General Fund

BUDGETARY COMPARISON SCHEDULE - CONTINUED

Year Ended June 30, 2003

Yariance with
Finat Budget
Budgeted Amounis Positive
Original Final Actual {MNegatival
OTHER FINANCING SOURCES (USES)
County special educalion sfiocation 3 320,000 $ 320,000 $ 343,453 3 23,453
Payments to other dislricts (178,875) {168,408) {166,523) 1,485
Transfers from other funds - 18,525 18,524 {1}
Transfers to other funds {193,600} {197,230) {214,539) {17,249}
TOTAL OTHER FINANCING
SOURCES (USES) {82,575} {27, 173) {19,485) 7.688
CHANGE (N FUND BALANCE (384,329} (248,855} {133,871) 115,084
Fund balance, beginning of vear 2,312,585 2,312,584 2,312,585 -{J-
Fund balance, end of year $1928258 % 20623630 0§ 2478714 % 115 084
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Fulton Schools
Nonmajor Governimental Funds
COMBINIMNG BALANCE SHEET

June 30, 2008

Cebt Service
Special Revenue Funds Fund
Food 1987
Service Athletics Deht
ASSETS
Cash and cash equivalents % 5348 % 3535 % -
Investments - - -
Due from other funds 484 - 1,248
Bue from olher governmental units 5,219 - -
Inventones KRET - -
TOTAL ASSETS b} 14,238 g 3 535 3 _ 1,248
LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable ] 10,231 3 - 3 -
FUND BALANCES
Raserved for
Invenlories 3187 -
Debt service - - 1,248
Scholarships - -
Linreserved
Lindesignated, reported in
Special revenue funds T 3535 -
TOTAL FUND BALANCES 3,957 3,535 1,248
TOTAL LIABILITIES
AMD FUND BALANCES % 14,238 & 3,535 3 1,248
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FPermanent

Fund
Athol Gambte
tdemonal
Fungd Tolal
3 24 849 33732
3,672 3572
- 1,732
- 5219
- 3187
$ 28,421 47 442
3 10,284
- 3,187
- 1,248
28,421 28,421
4,305
28,421 3761
;] 258,421 47,447

i



Fuiton Schools

Monmajor Governmental Funds

COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES 1M
FUND BALANCES

Year Ended June 30, 2008

REVENUES
Local sources
State spurces
Federg! sources

TOTAL REVENUES

EXPEMDITURES
Currgnt
Food service
Athletics
Miscelhaneots

TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
{UNDER) EXPENDITURES

OTHER FINAMCING SOURCES (USES)
Transfers from other funds
Trangfers to other funds
TGTAL OTHER FINANCIMNG SOURCES (USES)
CHANGE IN FUND BALANCES

Fund balances, beginning of year

Fund balances, end of year

Debt Service
Spercial Revenue Funds Fund
Food 1992
Service Athletics Ueht
b 158,954 B 55 357 % 2,237
16,722 - -
158,381 -
332,057 5% 357 2,237
344 228 - -
- 264 928
344 228 264 928 (3=
(12,171} (208.571) 2237
3,000 211,539 -
- - {18,524}
2,000 211,524 {18,524)
{8,171} 1,988 {16,287}
13,728 1,567 17,535
] 3057 T 3,535 3 1,248
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Fermanent

Fupnd
Athel Gamble
bMemonat
Fund Totzl
5 g48 217 547
- 16,722
156,381
998 330,650
344 238
- 264,928
341 341
341 802 497
858 (218,847
- 214 534
{18.524)
-{- 195,015
658 (22,832}
27763 59,993
5 28,421 a7 161
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REFPORT OM INTERNAL CONTROL OVER FINANCIAL REPORTIMG AND ON
COMPLIANCE AND OTHER MATTERS BASED OM AN AUDIT OF FINANCIAL STATEMENTS
FPERFORMED IN ACCORDANCE WITH GOVERMMENT AUDITING STANDARDS

To the Board of Education
Fulton Schopls
ididgteton, Michigan

We have audited the fnancial slalements of the govermmenlal aclivities, each magjor fund, and the aggreoats
remaining fund iformaltion of Fulton Schools as of and for the vear ended June 30, 2008, which collectively
compnse Fulton Schodls” basic financal statementls and have issued our report thereon dated Oclober 3, 2008,
We conducted our audit in accordance with audiling standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Governmen! Audiing Standards, issued by He
Complraller General of the United States.

Intternal Contro! Over Financigl Beparting

In planning and performing our audil, we considered Fulton Schools’ inlerna! conlra! gver financial reporting as a
basiz for designing our audiling procedures dor lhe purpose of expressing owr opinicn on the basic financial
statements, but net for the purpose of expressing an opinion on the effecliveniess of Fulton Schoels” internal control
over financial reporling.  Accordingly, we do nolb express an opinion on the effectiveness of Fullon Schools' internal
contro! over financial reporiing,

Qur consideration of tnlemal conlro! over financial reporting was for the limied purpose described in the preceding
paragraph and would not necessarnily identify all deficiencies in inlernal contro! pver financial reparting thal might be
significard deficiencies or material weaknesses. However, as discussed below, we identified cenain deficiencies in
internal centrol over financial reporting that we consider W0 be significant deficiencies.

A confrol deficiency exists when the design or operation of a contrel does nolb alow management or employees, in
the normal course of performing their assigned functions, o prevent or detect misslatements on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, |hat adversely affaciz fhe
Diskrict's ability to nitiale, authorize, record, process, or reporl financial data reliably in accordance wilth generaliy
accepted accounting principles such that there s more than a remote likelihood tha! a misstaternent of the District's
finrancial statements that 15 more than inconsequential will not be prevented or detected by Lhe District's internal
control. We consider the dehciencies described below 1o be significan! deficiencies in internal conlrol over financial
reporling.

2007-1 PREPARATION OF FINAMCIAL STATEMENTS [N ACCORDANCE WITH GAAP

Condition: It has hislorically been common for many governments 1o rely on the independent auditors lo assist in
the preparation of the government-wide and fund financial statements, as well as the refated noles o the financial
statements, as parl of its external financial reporting process. As a result, a government's abilty to prepare
financial staternents in accordance with GAAP has typically been based, in part, on its reliance on the independent
auditors, By definition, independent auditors cannot be par of the government's infernal controls, This issue was
nated and reported in our audit comments in the prior audit.

The condition noted in the preceding paragraph exisis at Fulfon Schools and was an issue that was noted and
repored in our audit comments last year. The cause for this condition iz simply because I is more cost effeclive to
omtsource the preparation of its annual financial statements fo the independenl auditors than o ineur the time and
expense of having the employees andior management oblain the necessary Waining and experise required to
perform this task intemally,

East Lansing = Rochosior Hils = 50 Johns
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2007-1 PREPARATION OF FINANCIAL STATEMENTS N ACCORBDANCE WITH GAAP - COMTINUED

Criteria:  Governmenls are required o prepare financial statements in accordance with gererally aceepled
accounting principies (GAAP). Responsibility for the financial statements of the Disticl rests with the District's
management, The preparation of financial statements in accordance with GAAP requires internal controls over
toth (1) recording, processing, and summanzing accounting data {i.e., maintaining internal accounting records),
and [2) reporing goverasment-wide and fund firancial statements, including the related nole disclosures (e,
external financial repoding).

Effect: As a result of this condition, the employees and/or management do not possess the qualifications
necessary to prepare the District's annual financial statements and notes 1o the financial statemenls in accordance
with GAAR. The District relies, in part, on the independent auditors for assistance with |he preparation of annoal
financid staterments and related moles to the financial stalemenls in acocordance with GAAR.

Recommendation: We recommend the Dislricl consider obtaining proper Uraining For the appropriate members of
lhe District's adminisiration to assure that they are able to fully understand the requirements of preparing GAAP
financial stalemenls. This understanding is essential for the District's administralion o be able lo accept
responsibility lar the amounts and disclosures included in the Dislncl's financial statemants.

Corractive Action Respanse: Management of the District is aware of this defictency and will continue to lock far
opportunities to increase ouwr understanding of the requirements of preparing GAAF financial statemnenls.
However, at this time we believe iLis nol cosl bensficial in cur situation o develop this experlise.  YWe will
conlinue to use our external audilors for Lhis lechnical assistance. We would expect this situatian to be ongeing
in future years.

2008-1 MATERIAN JOLIENAL FNTRIES PROPOSED BY ALUDITORS

Corndition:  Materiagl journal entries for the adjustment of loan proceeds, accounts payable, prepaids, and inlerfund
balances were propased by the auditors. These misstatemenls were not detected by he District's internal control
over Gnancial reporiing.

Criteria: Statemenl on Auditing Standards No. 112 (8AS 112). Communicating internal Confrol Related Matters
Idantifiad in ar Audil, emphasizes that managemenl is responsible for establishing, maintaining, 2nd monitoring
internal controts, and far the Tair presentation in the financiai statements of financial position and results of
operations, including the notes to financial statements, in conformity with U.S. nenerally accepled accounting
principles. The auditar cannat be @ gart of intersal conleols,

Effect: Through the identificalion of material jpumal entries thal were not otherwise idenlified by management, the
audilors are effectively part of the Dislrict's inbernal contrals.

Recommendation: We recommend that the District lake steps lo ensure that material journat entries are not
necessary at the lime future audit analysis is performed.

Corrective Action Respanse: Management of the Dislrict is currently reviewing procedures related 1o identification
and correclion of potential emrars in the financial staternents.

2008-2 BANK RECONCILIATIONS

Condition: During our analysis of the Dislict’s bank acoounls, we noted that the Athletic Funds cash account did
not reconcile lo e general ledger, Bills are paid through the computerized system and a checkbook, these
processes are perfomed by wio different individuals and this account was not balanced lo the genera ledger on 2
maonlhly basis.

Criteria; All bank accounts of the Disliict should be reconcifed to the general 1edger on a monthly basis.

Effect: The Districl has not maintained adequate conlrels over this account.

Recommendation: We recommend that all checks are processed on the computerized syskerm and that the bank,
accounl be reconciled to the general ledger on a moenthly bazis.

Cormrective Action Response: The District has evaluated the cumenl bank reconciliation procedures for this account
and is implementing a process ko assure this account is reconcied in a imely manner.
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A material weakness is a significant deficiency, or combination of significant deficizncies, that resulls in more than a
remate likethood thal 2 material misstatement of the financial stalements will not Ye prevenled or detected by lhe
District's imtemal contral.

Qur consideration of intermal condrol over financial repoding was for the {imited purpose described in Lhe firsl
paragragh of this sechion and would not necessarily identify all deficiencies in infernal contral that mighi be
significant deficiencies and, accordingly, would nol necessarnly disclose all significant deficiencizs that are also
considered fo be malerial weaknesses. We believe that the signiflcant deficiencies described above as 2007-1 and
2008-1 are material weaknesses.

Az part of oblaining reasonatle assurance sboul whether Fulton Schools’ financiat stalements are free of material
misslatement, we performed tests of ils compliance with certain provisions of laws, regulations, conlracts and grant
agreements, noncompliance with which could have a direcl and maleral effect on the determination of financial
staternerd amounts, Howewer, providing an opinion on compliance wilh those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion.  The results of our tlests disclosed an instance of
noncampliznce or other matiers that is required to be reported under Government Audifing Sfandards and which
are described pelow.

2008-3 UNFAVORABLE BUDGET YARIANCES

Condilion: During our review of lhe Dislrict's complianse wilh the budgeting act, we noted that expenditures had
exceeded the amounls appropriated for a certain aclivity wilhin the General Fund.

Criteria; The Uniform Budgeting and Accounting Act requires the District to amend the original adopted budget “as
saon as it becomes apparent that a deviation fram the original general appropriations act is necessary and the
amount of the deviation ¢an be determined”. The Act also states that “an administrative officar of the local unit shall
nol incur expenditures againzl an appropriation aceount in excess of the amount appropriated by the legislative
body".

Eifect. The District adopted the budget for the General Fund at the functional and the budget for Special Revenueg
lunds at the lotal expenditure level. Having unfavorable budget varianees as descrbed above, the District is not in
cornpliance with Public Act 621 of 1878, as amended,

Recommendalion: We recommend the District continue to monitor expenditures agamst adopled budgets in afl
applisable funds and make appropriate budget amendments as nesded.

Corrective Action Response: Management of the District is currently reviewing procedures related to budgetary
compliance in accardance with State law.

Fulton Schools’ responses to the findings identified in our audd are described above. We did not audil Fullen
Schools' responses and, accardingly, we express no opition on them.

This repaort 1s intended solely for the informalion and vse of management, the Board of Edutalion of Fulton Schodls,

others within the Dislrict, the pass-thraugh agencies, and the Federal award agencies and is not iniended to be, and
should not be, used by anyone ather than these specified parties.

M .‘r% ac,

ABRAHAM & GAFFMEY. P.C.
Certified Public Accountants

October 3, 2008
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